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Recommendations 

of  the 


I 

Adherence  to  the  policy,  of  corporate  ownership  and 
operation  of  the  railroads,  under  a  comprehensive  system 
of  Government  regulation. 

II 

The  return  of  the  railroads  to  their  owners  as  soon  as 
remedial  legislation  can  he  enacted,  and  that  no  exten- 
sion of  the  period  of  Government  operation  should  be 
made  until  Congress  shall  have  found  it  impossible  to 
enact  the  required  legislation  within  the  period  possible 
under  the  Railroad  Control  Act. 

Ill 

That  while  adhering  to  the  principle  of  railroad  com- 
petition in  service,  the  railroads  be  allowed,  in  the  public 
interest,  ivhen  so  declared,  and  as  approved  by  public 
authority,  to  consolidate  to  such  extent  and  in  such  man- 
ner as  may  be  necessary  to  enable  the  existing  railroads 
to  unite  in  a  limited  number  of  strong  competing  systems, 
so  located  that  each  of  the  principal  traffic  centres  of  the 
country  shall,  if  possible,  be  served  by  more  than  one 
system. 

IV 

That  railroad  companies  engaging  in  interstate  com- 
merce shall  be  required  to  change  from  state  to  federal 
corporations,  with  suitable  provisions  in  the  Act  of 
Congress  providing  therefor,  that  the  several  states  shall 
retain  the  power  of  taxation  and  police  regulation  of  the 
properties  of  said  railroads. 

V 

That  the  Interstate  Commerce  Commission  be  author- 
ized to  pass  upon  the  public  necessity  for  expenditures  of 
capital  (in  excess  of  a  stipulated  amount)  by  carriers 
engaged  in  interstate  commerce,  and  to  determine  the 
amount  and  to  regulate  the  other  conditions  of  the  issu- 
ance of  securities  to  obtain  the  funds  required  to  cover 
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authorized  capital  expenditures.  That  a  railroad  apply- 
ing to  the  Interstate  Commerce  Commission  for  authority 
to  make  capital  expenditures,  or  to  issue  securities,  shall 
be  required  to  file  with  the  proper  authorities  of  the 
states  in  which  the  railroad  is  located  copies  of  the  orig- 
inal petition;  and  that  the  Federal  Commission  be  re- 
quired to  notify  the  said  authorities  of  the  hearings  upon 
the  petition  in  order  that  they  may  advise  the  Federal 
Commission  as  to  actions  they  favor. 

VI 

That  the  Interstate  Commerce  Commission  be  given 
authority  by  statute  to  regulate  intrastate  rates,  ivhen 
those  rates  affect  interstate  commerce. 

VII 

The  enactment  of  a  statutory  rule  providing  that  rail- 
road rates  and  fares  fixed  by  the  Interstate  Commerce 
Commission  shall  be  such  as  will  yield  the  railroad  com- 
panies,  in  each  of  such  traffic  sections  as  shall  be  desig- 
nated by  the  Commission,  aggregate  revenues  which  will 
provide  (after  provision  has  been  made  for  renewals  and 
depreciation)  a  net  return  upon  a  fair  value  {determined 
by  public  authority)  of  the  property  devoted  to  the  public 
use.  This  net  return  should  be  sufficient  in  amount  to 
enable  the  carriers  to  furnish  the  public  with  adequate 
facilities  and  efficient  and  economical  services. 

VIII 

The  enactment  of  a  statutory  rule  of  profit-sharing , 
whereby  the  railroad  systems,  having  a  net  corporate  in- 
come in  excess  of  an  equitable  minimum  return  upon  a 
fair  value  {determined  by  public  authority)  of  their 
property  devoted  to  the  public  service,  shall  be  required 
to  turn  over  a  stipulated  share  of  their  excess  profits  to  a 
fund  to  be  employed,  as  Congress  may  direct,  to  strength- 
en the  credit  of  the  railroads  as  a  whole  and  to  enable 
them  to  serve  the  public  with  greater  efficiency. 

IX 

That  a  Federal  Transportation  Board  be  created, 
whose  general  duty  it  shall  be  to  promote  the  develop- 
ment of  a  national  system  of  rail,  water  and  highway 
transportation,  and  thus  to  make  possible  the  articulation 
and  economical  use  of  all  the  facilities,  including  tracks, 
terminals  and  transfer  facilities,  of  steam  and  electric 
roads,  waterways,  and  hard-surface  highways. 


Report 

of  the 

Railroad  Committee 


Remedial  Railroad  Legislation 

A  correct  and  adequate  answer  to  the  question,  "What 
shall  be  done  with  the  railroads?"  is  a  pressing  neces- 
sity. It  is  most  important  that  Congress  at  the  forth- 
coming special  session  should  find  the  answer  and  enact 
it  into  appropriate  legislation.  The  railroad  problem  is, 
however,  intricate  and  involved  with  many  factors  hard 
to  determine.  The  Railroad  Committee  has  sought  dili- 
gently to  eliminate  the  unknown  factors  and  to  find  a 
correct  general  solution  of  the  problem.  Its  conclusions 
and  recommendations  are  embodied  in  this  Report. 

RECOMMENDATION  1 

The  Committee  recommends  adherence  to  the  policy 
of  corporate  ownership  and  operation  of  the  railroads 
under  a  comprehensive  system  of  government  regulation. 

The  Committee  is  opposed  to  Government  ownership 
and  operation  of  the  railroads  in  the  United  States.  It 
is  also  opposed  to  their  purchase  by  the  Government  for 
lease  to  private  corporations  to  operate.  The  committee 
favors  a  comprehensive  system  of  government  regulation 
and  believes  that  more  adequate  facilities,  a  more  pro- 
gressive and  economical  service  and  lower  rates,  can  be 
secured  from  corporate,  than  from  government,  owner- 
ship and  operation  of  the  railroads.    The  committee  is 

opposed  to  government  ownership  and  operation  be- 
cause : 

1.    Under  government  ownership  the  develop- 
ment of  railroad  facilities  would  depend  upon  Con- 
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gressional  appropriations  which  would  prevent  the 
anticipation  of  the  transportation  needs  of  the 
country.  Appropriations  would  not  be  made  in  the 
amount  and  at  the  time  needed  to  insure  adequate 
development  of  the  railroads.  Political  considera- 
tions might  also  control  the  amount  of  appropria- 
tions and  the  objects  for  whiclf  they  were  made. 

2.  The  interest  rate  which  the  government  would 
have  to  pay  to  secure  railroad  capital  would  not  be 
lower  than  the  rate  paid  by  corporations.  To  acquire 
the  railroads  the  government  would  have  to  pledge 
its  credit  for  18  to  20  billions  of  dollars,  at  a  time 
when  other  large  financiering  must  be  done.  It 
would  be  difficult  for  the  government  to  dispose  of 
the  securities  required  to  purchase  the  railroads,  and 
it  would  be  necessary  for  the  government  to  secure 
from  five  hundred  million  to  one  billion  dollars  of 
new  capital  each  year.  If  the  government  were  to 
assume  the  burden  of  financing  the  railroads  at  the 
present  time  when  the  war  debt  is  so  large,  its  in- 
terest rate  would  necessarily  be  as  high  as,  if  not 
higher  than,  the  rate  at  which  corporations  could 
secure  capital. 

3.  Government  operation  is  seldom,  if  ever,  as 
efficient  as  corporate  management.  Competition,  the 
incentive  to  efficiency  and  progress  in  private  enter- 
prises is  absent  from  the  government  administra- 
tion of  affairs.  Individual  initiative  is  less,  bureau- 
cratic methods  are  more  characteristic,  and  the  serv- 
ices rendered  are  less  progressively  efficient. 

4.  While  the  government  would  presumably  select 
officers  and  employees  by  means  of  efficiency  tests, 
political  influences  would  almost  certainly  be  given 
weight  in  selecting  men  for  official  positions. 

5.  Unless  the  government  adopted  the  policy  of 
fixing  low  rates  and  fares  with  the  intention  that 
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any  resulting  deficit  from  operations  should  be  placed 
as  an  increased  burden  of  taxes  upon  the  general 
public,  rates  and  fares  would  be  higher  under  gov- 
ernment than  under  private  operation.  Under  gov- 
ernment operation  expenses  rise  in  relation  to  in- 
come and  the  charges  imposed  by  the  government 
if  a  deficit  is  to  be  avoided  must  be  higher  than  those 
which  it  would  be  necessary  to  permit  railroad  cor- 
porations to  make. 

6.  The  political  effect  of  government  ownership 
and  operation  of  railroads  in  the  United  States 
might  be  serious.  There  are  now  about  500,000  civil 
employees  of  the  government.  The  addition  to  the 
public  services  of  2,000,000  railroad  employees,  the 
majority  of  whom  are  voters,  would  constitute  a 
force  of  about  2,500,000  government  employees  in- 
terested in  controlling  the  policy  of  the  government 
as  regards  wages,  hours  and  conditions  of  service. 
Such  a  body  of  employees  might  easily  exercise  a 
controlling  influence  upon  state  and  national  politics. 

RECOMMENDATION  II 

The  Committee  recommends  the  return  of  the  railroads 
to  their  owners  as  soon  as  remedial  legislation  can  be 
enacted  and  that  no  extension  of  the  period  of  government 
operation  should  be  made  until  Congress  shall  have  found 
it  impossible  to  enact  the  required  legislation  within  the 
period  possible  under  the  railroad  control  act. 

The  Committee  is  convinced  that  it  would  be  unwise 
for  the  government  to  retain  the  railroads  longer  than 
is  necessary  to  enact  the  legislation  required  for  the 
return  of  the  properties  under  conditions  that  will  be 
just  to  the  owners  and  will  insure  to  the  public  ade- 
quate transportation  facilities  by  properly  financed  rail- 
roads. This  legislation  should  be  enacted  as  soon  as  pos- 
sible and  before  the  government  retires  from  railroad 
operation.   It  would  be  a  hardship  to  the  public  and  un- 
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just  to  the  owners  of  the  roads  were  the  government  to 
return  the  properties  without  first  removing  the  obstacles 
to  efficient  and  economical  operation  of  the  railroads  by 
their  owners,  without  revising  past  methods  and  agencies 
of  government  regulation,  or  without  adopting  measures 
that  will  enable  the  carriers  to  obtain  revenues  sufficient 
to  provide  the  public  with  adequate  facilities  and  efficient 
service.  As  soon  as  this  legislation  has  been  enacted, 
government  operation  of  railroads  should  end. 

The  Director  General  of  Railroads  has  recommended 
that  the  period  of  possible  government  operation  of  rail- 
roads be  extended  until  January  1,  1924,  in  order  that  a 
test  may  be  made  of  the  possibilities  of  government  op- 
eration of  railroads  in  peace  time  and  that  the  govern- 
ment may  carry  on  the  work  it  has  begun  of  developing 
the  use  of  waterways,  of  connecting  them  with  the  rail- 
roads and  of  articulating  rail  and  water  traffic.  The 
Director  General  presents  a  picture  of  a  national  trans- 
portation system  resulting  from  the  balanced  develop- 
ment and  the  traffic  articulation  of  waterways  and  rail- 
roads. 

The  Railroad  Administration  is  to  be  commended  for 
having  sought  to  increase  the  use  of  waterways  and  to 
organize  their  traffic,  to  bring  about  a  development  of 
port  terminal  facilities  and  to  unite  rail  lines  and  water 
channels  into  a  general  system  of  transportation.  This 
work  so  wisely  begun  should  be  continued  by  the  govern- 
ment until  accomplished,  even  though  it  is  advisable  to 
return  the  railroads  to  their  owners  at  an  early  date. 
Suggestions  for  the  development  of  a  unified  national 
system  of  rail,  water  and  highway  transportation  are 
embodied  in  this  report. 

The  Committee  hopes  that  legislation  for  the  return  of 
the  railroads  can  be  enacted  during  the  present  calendar 
year.  Every  effort  should  be  made  to  frame  and  pass 
the  necessary  laws  and  it  is  believed  that  the  necessary 
legislation  can  be  enacted  within  21  months  after  the 
proclamation  of  peace — the  period  of  possible  govern- 
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ment  operation  of  railroads  under  the  act  of  March  21, 
1918. 

To  press  upon  Congress  that  it  shall  declare  its  in- 
ability to  enact  the  necessary  legislation  within  a  given 
period,  before  it  has  undertaken  the  task,  would  be  un- 
wise. It  is  the  belief  of  the  Committee  that  Congress, 
confronted  by  the  grave  railroad  situation  now  existent, 
will  apply  itself  energetically  to  the  consideration  of  the 
legislative  measures  required  for  its  cure,  and  will  be 
able  to  accomplish  its  task  within  the  statutory  period 
now  prescribed  for  federal  control.  If  the  Congress 
should  find  its  task  impossible  of  accomplishment  within 
the  time  prescribed,  then,  and  not  until  then,  should  an 
extension  of  the  period  of  federal  control  be  made. 

RECOMMENDATION  III 

The  Committee  recommends  that,  while  adhering  to  the 
principle  of  railroad  competition  in  service,  the  railroads 
be  allowed,  subject  to  the  approval  of  the  government, 
to  consolidate  to  such  extent  and  is  such  manner  as  may 
be  necessary  to  enable  the  existing  railroads  to  unite  in 
a  limited  number  of  strong  competing  systems  so  located 
that  each  of  the  principal  traffic  centers  of  the  country 
shall,  if  posssible,  be  served  by  more  than  one  system. 

It  is  the  opinion  of  the  Committee  that  legislation 
should  be  enacted  that  will  facilitate  the  early  grouping 
and  the  ultimate  consolidation  of  the  railroads  in  the 
United  States  into  a  limited  number  of  strong  competi- 
tive systems.  The  grouping  should  be  about  the  pres- 
ent large  systems  and  not  by  territorial  subdivisions  of 
the  country. 

The  existence  of  so  many  railroad  systems  as  there  now 
are  increases  the  difficulty  of  coordinating  their  facilities 
and  services  to  the  extent  necessary  to  secure  the  most 
economical  operation.  Moreover,  some  of  the  present 
roads  are  financially  weak  and  their  continuance  as 
separate  systems  complicates  the  government's  problems 
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of  rate-making,  of  the  common  or  joint  use  of  equipment 
and  facilities,  of  the  regulation  of  security  issues  and  of 
reestablishing  the  financial  credit  of  the  railroads  as  a 
whole.  If  the  railroad  systems  that  are  financially  un- 
stable and  the  many  systems  of  minor  importance  can 
(subject  to  the  approval  of  the  government,  and  under 
conditions  which  it  may  prescribe)  be  grouped,  or  con- 
solidated, with  a  limited  number  of  strong  systems,  a 
better  service  can  be  rendered  and  a  larger  development 
of  lines,  terminals  and  other  facilities  will  be  possible. 

Without  sacrificing  the  benefits  of  competition  in  serv- 
ice, the  government  should  facilitate  the  coordination  of 
railroad  facilities  and  services,  the  common  use  of  equip- 
ment, and  the  joint  use  and  development  of  terminal 
facilities,  when  in  the  public  interest. 

The  consolidation  of  railroads,  as  well  as  the  coordina- 
tion of  their  facilities,  should  be  subject  to  the  approval 
of  the  government;  and,  with  such  authorization  re- 
quired, the  railroads  should  be  encouraged  to  work  out 
the  natural  grouping  of  systems  and  to  combine  their 
facilities  in  the  interest  of  traffic  economy  and  of  finan- 
cial stability. 

Many  states  have  laws  against  the  combination  of 
railroads,  and,  in  the  constitutions  of  several  states,  there 
are  provisions  prohibiting  the  acquisition  by  a  railroad 
of  another  competing  line.  The  obstacles  which  these 
state  laws  and  constitutional  provisions  place  in  the  way 
of  the  associated  activities  and  the  consolidation  of  rail- 
roads may  be  removed  by  changing  the  status  of  railroad 
companies  from  State  to  Federal  corporations,  as  recom- 
mended in  this  report. 

While  favoring  the  early  grouping  and  ultimate  con- 
solidation of  the  railroads  in  the  United  States  into  a 
limited  number  of  strong  systems,  which  shall  be  built 
upon  the  large  systems  which  have  developed  in  response 
to  commercial  needs,  the  Committee  feels  that  competi- 
tion among  these  systems,  in  service  (not  in  rates),  is 
desirable  from  the  standpoint  of  the  public  and  will  lead 
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to  greater  efficiency  of  operation  on  the  part  of  the  rail- 
roads. In  all  kinds  of  business  the  most  effective  incen- 
tive to  improvements  and  to  economy  of  operation  is 
competition.  In  the  case  of  the  railroads  the  same 
charges  must  be  made  for  similar  services.  Rates  and. 
to  a  large  extent,  the  practices  of  carriers  must  be  reg- 
ulated by  the  government,  but  regulation  does  not  pre- 
clude the  possibility  of  active  competition  in  service.  In 
facilitating  railroad  consolidation,  the  Government  need 
not,  and  in  the  interest  of  the  public  should  not,  eliminate 
railroad  competition. 

RECOMMENDATION  IV 

The  Committee  recomends  that  railroad  companies 
engaging  in  interstate  commerce  shall  be  required  to 
change  from  state  to  federal  corporations,  with  suitable 
provisions,  in  the  Act  of  Congress  providing  therefor, 
that  the  several  States  shall  retain  the  power  of  taxation 
and  police  regulation  of  the  properties  of  said  railroads. 

By  Referendum  21,  which  was  submitted  by  the  Cham- 
ber of  Commerce  in  September,  1917,  the  commercial 
organizations  of  the  country,  with  comparatively  few 
dissenting  votes,  declared  themselves  in  favor  of  the 
enactment  of  a  Federal  incorporation  law  and  also  of  a 
law  requiring  all  carriers  now  subject  to  the  jurisdic- 
tion of  the  Interstate  Commerce  Commission,  or  which 
may  hereafter  be  created,  to  organize  under  a  Federal 
Incorporation  Act. 

It  has  been  represented  to  the  Committee  by  eminent 
jurists  that  Congress  can  enact  a  statute  that  will  pro- 
vide a  simple  process  of  converting  state  railroad  com- 
panies engaged  in  interstate  commerce  into  Federal  cor- 
porations by  methods  similar  to  those  followed  in  chang- 
ing state  banks  into  national  banks. 

If  such  a  plan  shall  be  found  to  be  constitutionally  fea- 
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sible  the  Committee  commends  to  the  Congress  considera- 
tion of  nationalizing  railroad  corporations,  engaging  in 
interstate  commerce,  by  the  enactment  of  a  statute  similar 
in  principle  to  that  of  the  National  Bank  Act  which  pro- 
vides a  direct  method  of  converting  State  banks  into 
Federal  institutions. 

In  requiring  railroad  companies  to  change  from  State 
to  Federal  corporations,  Congress  should  provide  that 
the  States  shall  retain  the  power  of  taxation  and  police 
regulation  of  the  property  of  the  Federal  railroad  cor- 
porations. 

RECOMMENDATION  V 

The  Committee  recommends  that  the  Interstate  Com- 
merce Commission  be  authorized  to  pass  upon  the  public 
necessity  for  expenditures  of  capital  (in  excess  of  a  stip- 
ulated amount)  by  carriers  engaged  in  interstate  com- 
merce and  to  determine  the  amount  and  to  regulate  the 
other  conditions  of  the  issuance  of  securities  to  obtain 
the  funds  required  to  cover  authorized  capital  expendi- 
tures. The  committee  also  recommends  that  a  railroad 
applying  to  the  Interstate  Commerce  Commission  for 
authority  to  make  capital  expenditures,  or  to  issue  se- 
curities, shall  be  required  to  file  with  the  proper  authori- 
ties of  the  States  in  which  the  railroad  is  located  copies 
of  the  original  petition;  and  that  the  Federal  Commis- 
sion be  required  to  notify  said  authorities  of  the  hear- 
ings upon  the  petition  in  order  that  they  may  advise  the 
Federal  Commission  as  to  actions  they  favor. 

The  organization  members  of  the  Chamber  of  Com- 
merce of  the  United  States,  in  acting  upon  Referendum 
21,  voted  almost  unanimously  in  favor  of  the  Federal  reg- 
ulation of  the  issuance  of  the  securities  of  railroad  com- 
panies engaged  in  interstate  commerce.  It  is  the  opinion 
of  your  Committee  that  Federal  authority  should  also 
regulate  large  capital  expenditures. 

In  acting  upon  applications  of  the  railroads  for  the  ap- 
proval of  security  issues,  or  large  capital  expenditures, 
the  Federal  authority  will  need  to  inquire  as  to  the  public 
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necessity  for  the  work  proposed  to  be  done,  the  amount  of 
capital  that  will  need  to  be  expended,  and,  if  securities 
are  to  be  issued,  what  amount  thereof  will  need  to  be 
authorized  to  enable  the  carriers  to  obtain  the  funds  re- 
quired for  the  execution  of  the  work  which  the  govern- 
ment may  find  to  be  of  public  necessity. 

In  order  that  the  State  authorities  may  assist  the 
Federal  Commission  to  obtain  as  complete  knowledge  as 
possible  of  the  local  needs  for  additional  railroad  facilities 
and  of  the  expenditures  required  to  meet  those  needs,  the 
Federal  Commission  should  require  a  railroad  company, 
applying  for  permission  to  issue  securities  or  to  make  a 
large  expenditure  of  capital,  to  file  with  the  authori- 
ties of  the  States  in  which  the  railroad  in  question  is 
located  copies  of  the  original  petition  to  the  Federal 
Commission  which  should  notify  the  interested  State 
authorities  of  the  hearings  upon  applications  for  approval 
of  security  issues  and  capital  expenditures  in  order  that 
the  Commissions  may  have  full  opportunity  to  advise  as 
to  the  actions  they  favor. 

RECOMMENDATION  VI 

The  Committee  renews  its  previous  recommendation 
that  the  Interstate  Commerce  Commission  be  given 
authority  by  statute  to  regulate  intrastate  rates,  when 
those  rates  affect  interstate  commerce. 

This  recommendation  was  approved  by  the  organiza- 
tion members  of  the  Chamber  of  Commerce  of  the  United 
States  in  November,  1917,  with  comparatively  few  dis- 
senting votes.  This  action  having  been  taken  shortly 
before  the  United  States  took  over  the  operation  of  the 
railroads,  Congress  has  had  no  opportunity  to  act  upon 
the  question.  It  is  therefore  deemed  necessary  and  im- 
portant by  the  Committee,  that  this  recommendation  shall 
be  included  in  its  present  report  as  a  part  of  the  scheme 
of  remedial  railroad  legislation. 

The  experience  of  the  past  two  years  has  confirmed 
the  Committee  in  its  conviction  that  regulation  by  the 
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several  States  of  such  intra-state  rates  as  affect  inter- 
state commerce  interferes  with  the  effective  and  uniform 
regulation  of  interstate  rates  by  the  United  States  Gov- 
ernment. Indeed,  conflict,  detrimental  to  the  public  in- 
terest, has  arisen  with  respect  to  the  jurisdiction  of  the 
state  commissions  and  the  Interstate  Commerce  Com- 
mission over  intra-state  rates,  even  when  it  was  clear 
that  such  rates  affected  the  interstate  rates  subject  to 
the  regulatory  power  of  the  Federal  Government. 

For  these  reasons,  the  Committee  feels  it  a  require- 
ment of  the  existing  situation  that  the  organization  mem- 
bers of  the  Chamber  of  Commerce  should  again  declare 
their  opinion  upon  this  question,  in  the  light  of  the  de- 
velopments since  November,  1917. 

RECOMMENDATION  VII 

The  Committee  recommends  the  enactment  of  a  statu- 
tory rule  providing  that  railroad  rates  and  fares  fixed  by 
the  Interstate  Commerce  Commission  shall  be  such  as 
will  yield  the  railroad  companies,  in  each  of  such  traffic 
sections  as  shall  be  designated  by  the  Commission,  ag- 
gregate revenues  which  will  provide  {after  provision  has 
been  made  for  renewals  and  depreciation)  a  net  return 
upon  a  fair  value  {determined  by  public  authority)  of 
the  property  devoted  to  the  public  use.  These  net  re- 
turns should  be  sufficient  in  amount  to  enable  the  carriers 
to  furnish  the  public  with  adequate  facilities  and  efficient 
and  economical  services. 

The  interests  of  the  public  require  that  the  income  of 
the  railroad  companies  shall  be  sufficient  to  enable  them 
to  secure  readily  and  economically  the  capital  required  to 
provide  adequate  facilities.  In  carrying  out  this  principle 
special  difficulty  results  from  the  fact  that  the  same  rates 
will  yield  the  more  prosperous  companies  more  revenues 
than  they  need  while  the  less  prosperous  companies,  due 
to  their  unfortunate  situation  or  to  their  past  history, 
are  unable  to  secure  income  sufficient  to  enable  them 
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either  to  develop  their  facilities  in  proportion  to  the  needs 
of  the  public,  or  to  perform  the  services  required  by  the 
section  of  the  country  in  which  the  roads  are  located. 

Your  Committee  believes  that  the  most  practicable  way 
to  provide  the  railroads  of  the  United  States,  as  a  whole 
with  adequate  revenue,  and  thus  re-establish  railroad 
credit,  is  to  authorize  the  Interstate  Commerce  Commis- 
sion to  divide  the  country  into  such  traffic  sections  as 
may  seem  to  the  Commission  wise,  and  to  direct  the  Com- 
mission by  a  statutory  rule  to  fix  such  rates  and  fares  as 
will  yield  the  railroad  companies,  in  each  of  such  traffic 
sections  as  shall  be  designated  by  the  Commission,  ag- 
gregate revenues  which  will  provide — after  provision  has 
been  made  for  renewals  and  depreciation — a  net  return 
that  will  enable  the  carriers  to  furnish  the  public  with 
adequate  facilities  and  efficient  and  economical  services. 

The  Committee  is  not  in  favor  of  the  government 
guaranteeing  to  each  railroad  company  a  minimum  re- 
turn, either  upon  its  capitalization  or  upon  the  property 
which  it  devotes  to  the  public  service.  A  government 
guarantee  would  tend  to  lessen  initiative  and  to  cause 
both  the  prosperous  and  the  unprosperous  roads  to  feel 
less  responsibility  for  efficient  management. 

While  not  favoring  a  government  guarantee  of  a 
minimum  return,  the  Committee  believes  that  Congress 
ought  to  adopt  a  statutory  rule  providing  that  the  pub- 
lic authority  which  fixes  the  railroad  rates  shall  assure 
reasonable  revenues  to  the  railroads  as  a  whole  and  in 
each  of  the  natural  traffic  sections  of  the  country.  The 
Committee  is  of  the  opinion  that  such  a  statutory  rule 
can  be  enforced  without  placing  an  unjust  burden  upon 
the  public  and  without  causing  the  individual  railroad 
companies  to  obtain  excessive  profits. 

RECOMMENDATION  VIII 

The  Committee  recommends  the  enactment  of  a  statu- 
tory rule  of  profit-sharing  whereby  the  railroad  systems, 
having  a  net  corporate  income  in  excess  of  an  equitable 
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minimum  return  upon  a  fair  value  {determined  by  public 
authority  )  of  their  property  devoted  to  the  public 
service,  shall  be  required  to  turn  over  a  stipulated  share 
of  their  excess  profits  to  a  fund  to  be  employed,  as  Con- 
gress may  direct,  to  strengthen  the  credit  of  the  railroads 
as  a  whole  and  to  enable  them  to  serve  the  public  with 
greater  efficiency. 

For  the  purpose  of  securing  an  equitable  enforcement 
of  a  statutory  rule  of  rate  making  and  of  enabling  the 
railroads  of  the  United  States  as  a  whole  and  by  natural 
traffic  sections  to  secure  adequate  revenues  without  per- 
mitting the  individual  companies  to  obtain  excessive 
profits,  your  Committee  recommends  the  enactment  of  a 
statutory  rule  of  profit-sharing.  This  rule  should  pro- 
vide that  individual  railroad  systems,  that  may  obtain 
from  rates  fixed  by  public  authority  net  corporate  income 
in  excess  of  an  equitable  minimum  return  upon  their 
property  devoted  to  the  public  service,  to  turn  over  such 
share  (one-half  or  one-third)  of  their  excess  profits  to  a 
fund  to  be  employed,  as  Congress  may  direct,  to  strength- 
en the  credit  of  the  railroads  as  a  whole  and  to  enable 
them  to  serve  the  public  with  greater  efficiency. 

The  proposed  statutory  rule  of  profit-sharing  would 
deprive  none  of  the  present  prosperous  roads  of  an  equit- 
able or  even  a  liberal  return  upon  their  property  devoted 
to  the  public  service,  nor  would  it  take  away  from  them 
the  incentive  to  economical  and  efficient  management.  At 
the  same  time,'  it  is  believed  that  the  excess  profits  of  the 
more  prosperous  companies  will  be  sufficient  to  create  a 
fund  by  means  of  which  the  credit  of  the  railroads  as  a 
whole  can  be  substantially  strengthened.  Your  Committee 
believes  it  will  be  possible  for  the  Interstate  Commerce 
Commission  to  establish  general  schedules  of  rates  and 
fares  that  will  provide  the  railroads  of  the  United  States 
as  a  whole  with  adequate  revenues  and  that  will,  by  means 
of  profit  sharing,  as  here  suggested,  prove  effective  in 
re-establishing  railroad  credit. 
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RECOMMENDATION  IX 

The  Committee  recommends  that  a  Federal  Trans- 
portation Board  be  created  whose  general  duty  is  shall 
be  to  promote  the  development  of  a  national  system  of 
rail,  water  and  highway  transportation,  and  thus  to  make 
possible  the  articulation  and  economical  use  of  all  the 
facilities,  including  tracks,  terminals  and  transfer  facil- 
ities, of  steam  and  electric  roads,  waterways,  and  hard- 
surface  highways. 

The  development  of  a  national  system  of  transporta- 
tion is  a  public  necessity.  Up  to  the  present  time  the 
steam  and  electric  railways,  the  waterways  and  highways 
have  been  developed  separately  without  reference  to  a 
common  plan  and  without  thought  of  creating,  from  the 
various  agencies  of  transportation,  a  unified  system. 

The  time  has  come  when  the  waterways  of  the  country 
as  a  whole  should  be  systematically  developed  according 
to  a  definite  plan.  Their  larger  use  should  be  made  pos- 
sible by  connecting  them  with  the  railroads  at  river,  lake 
and  ocean  ports  and  by  enabling  shippers  to  send  their 
traffic  by  the  most  economical  combination  of  rail  and 
water  routes. 

The  work  which  the  Railroad  Administration  has  so 
happily  begun  of  providing  for  the  traffic  use  of  im- 
portant rivers  and  canals  and  of  articulating  the  railways 
with  the  water-ways  in  a  traffic  sense,  should  be  con- 
tinued after  the  railroads  have  been  returned  to  their 
owners. 

The  development  of  highway  transport  should  be 
facilitated  with  a  view  to  the  coordinated  use  of  all 
transportation  facilities.  While  the  people  of  the  United 
States  have  been  creating  an  exceptionally  economical 
system  of  transportation  by  rail,  highways  have  been 
relatively  neglected  and  the  expenses  of  carrying  freight 
to  and  from  the  railroads  are,  in  most  instances,  greater 
than  the  cost  of  the  railroad  haul.  The  systematic  de- 
velopment and  the  organized  use  of  hard  surface  high- 
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ways  will  greatly  reduce  the  transportation  burdens 
borne  by  the  people  of  the  United  States. 

It  is  also  important  that  provision  should  be  made  for 
the  common  use  and  construction  of  terminal  and  trans- 
fer facilities  at  all  the  larger  traffic  centers  of  the 
country;  but,  unless  some  Federal  authority  is  vested 
with  power  to  bring  about  the  common  use  of  terminal 
and  transfer  facilities,  and  their  joint  construction  by  the 
carriers  (in  so  far  as  that  may  be  in  the  public  interest), 
it  is  practically  certain  that  the  present  expensive  methods 
of  terminal  operation  will  be  indefinitely  continued. 

The  development  of  a  unified  national  system  of  trans- 
portation is  an  executive  task  that  can  be  performed  only 
by  creating  a  board  primarily  administrative  in  purpose 
and  organization.  The  Interstate  Commerce  Commis- 
sion, in  the  regulation  of  rates  and  in  the  supervision  of 
the  capital  expenditures  and  the  security  issues  of  rail- 
roads, will  have  as  much  work  as  it  can  successfully  per- 
form. Your  Committee  has  not  suggested  taking  from 
the  Interstate  Commerce  Commission  any  of  the  functions 
it  has  thus  far  exercised,  and  the  Committee  recommends 
a  large  addition  to  the  duties  of  the  Commission.  It 
would  however  be  unwise  to  impose  upon  that  body  the 
large  and  exacting  task  of  guiding  and  facilitating  the 
development  of  a  national  systom  of  rail,  water,  and 
highway  transportation.  That  work  should  be  under- 
taken by  an  especially  created  Federal  Transportation 
Board. 
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